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Selected Provisions of the

Katrina Emergency Tax Relief Act of 2005

-by Neil E. Harl* 
The Katrina Emergency Tax Relief Act of 2005 was signed into law on September 23, 
2005. Pub. L. No. 109-73, ___ Stat. ___(2005). The following summarizes the major 
provisions of that legislation. 
Hurricane Katrina Disaster Area 
	 The	Act	defines	“Hurricane	Katrina	Disaster	Area”	as	“an	area	with	respect	to	which	a	
major disaster has been declared by the President before September 14, 2005, under section 
401 of the Robert T. Stafford Disaster Relief and Emergency Assistance Act by reason of 
Hurricane	Katrina.”

	 The	term	“core	disaster	area”	means	that	portion	of	the	Hurricane	Katrina	disaster	area	

determined by the President to warrant individual or individual and public assistance from 
the federal government under the Act. Act § 2. 
Withdrawals from Retirement Accounts 
	 “Qualified	Hurricane	Katrina	distributions”	up	to	$100,000	for	those	with	a	place	of	
abode in the Hurricane Katrina disaster area are not subject to the 10 percent penalty for 
early withdrawals of I.R.C. § 72(t) and can be repaid at any time during the three year 
period after the date the distribution was received. Amounts that are taxable can be spread 
over three years. Act § 101. 
Recontribution of Withdrawals for Home Purchases 
Withdrawals from retirement plans for construction of a principal residence received after 
February 28, 2005, and before August 29, 2005, where the home was not built because 
of Hurricane Katrina, can be repaid during the period beginning on August 25, 2005, and 
ending on February 28, 2006. Act § 102 
Loans from Qualified Plans for Relief Relating to Hurricane Katrina 
	 For	 qualified	 plans,	 the	 $50,000	 exception	 for	 loans	 is	 increased	 to	 $100,000	 for	
individuals whose principal place of abode was in the Hurricane Katrina disaster area on 
August 28, 2005, and sustained economic loss. Act § 103. 
Work Opportunity Credit 
A Hurricane Katrina employee is treated as a member of a targeted group for purposes 
of the Work Opportunity Tax Credit.Act § 201._ 
* Charles F. Curtiss Distinguished Professor in Agriculture and Emeritus Professor of Economics, 
Iowa State University; member of the Iowa Bar. 
Agricultural Law Digest is published by the Agricultural Law Press, P.O. Box 50703, Eugene, OR 97405 (ph 541-302-1958), bimonthly except June and December. 
Annual	subscription	$110	($90	by	e-mail).		Copyright	2005	by		Robert	P.	Achenbach,	Jr.	and	Neil	E.	Harl.		No	part	of	this	newsletter	may	be	reproduced	or	transmitted	
in any form or by any means, electronic or mechanical, including photocopying, recording or by any information storage or retrieval system, without prior permission in 
writing from the publisher.  http://www.agrilawpress.com  Printed on recycled paper.
145 
146 
Employee Retention Credit 
	 A	credit	 is	allowed	of	40	percent	of	qualified	wages	up	to	
$6,000	for	employees	(of	200	or	fewer	employees)	in	a	core	
disaster area. Act § 202. 
Temporary Suspension of Limit on Charitable 
Contributions 
The contribution limits of I.R.C.§ 170(b), by election, do 
not apply to contributions for relief efforts related to Hurricane 
Katrina, during the period of August 28, 2005, through 
December 31, 2005. Act § 301. 
Additional Exemption for Displaced Individuals 
	 The	Act	allows	a	$500	reduction	in	taxable	income	for	each	 
Hurricane	Katrina	displaced	individual	not	to	exceed	$2,000.
Act § 302.

Increase in Mileage Rate for Charitable use of Vehicles

For the period of August 25, 2005, and ending on December 
31, 2006, the standard mileage rate for charitable driving for 
providing relief related to Hurricane Katrina is 70 percent of the 
standard mileage rate for business driving (34 cents per mile).
Act § 303. 
Mileage Reimbursements to Charitable Volunteers Excluded 
from Gross Income 
Reimbursements for vehicles used to provide relief relating 
to Hurricane Katrina from August 25, 2005, through December 
31, 2006, are excluded from income. Act § 304. 
Charitable Deductions for Contributions of Food 
Inventory 
The legislation permanently amends the Internal Revenue 
Code to allow a charitable contribution deduction, within limits, 
for contributions of food inventory. Act § 305, amending I.R.C. 
§ 170(e). 
Charitable Deduction for Contributions of Book 
Inventories 
The Act permanently amends the Internal Revenue Code to 
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provide for charitable contributions of books to public schools, 
through December 31, 2005. Act § 306, amending I.R.C. § 
170(e). 
Cancellations of Indebtedness 
The Act provides that discharges of indebtedness of a natural 
person whose place of abode was in the Hurricane Katrina 
disaster area and suffered economic loss or in the core disaster 
area are not includible in income other than for indebtedness 
incurred in connection with a trade or business. Act § 401. 
Suspension of Limits on Personal Casualty Losses 
	 The	 $100	 deductible	 on	 personal	 casualty	 losses	 and	 the	
limitation of losses to those above 10 percent of adjusted gross 
income are suspended for losses on or after August 25, 2005, 
attributable to Hurricane Katrina. Act § 402. 
Extension of Replacement Period 
	 The	Act	 substitutes	five	 years	 for	 two	years	 for	 replacing	
property in the Hurricane disaster area which is compulsorily 
or involuntarily converted on or after August 25, 2005, by 
reason of Hurricane Katrina if substantially all of the use of the 
replacement property is in the Hurricane Katrina disaster area.
Act § 405.

Determining Earned Income

	 The	legislation	specifies	that	if	the	earned	income	of	a	qualified	
individual (individual whose principal place of abode on August 
25, 2005, was located in the core disaster area or the Hurricane 
Katrina disaster area and was displaced) for the taxable year 
which includes August 25, 2005, is less than earned income for 
the preceding taxable year, the earned income of the preceding 
year can be substituted. Act § 406. 
Dependency Status 
The Department of the Treasury is given authority to assure 
that taxpayers do not lose by virtue of temporary relocations by 
reason of Hurricane Katrina. Act § 407. 
CASES, REGULATIONS AND STATUTES
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BANKRuPTCy 
GENERAL

DISCHARGE. The debtors, husband and wife, owned a dairy 

supply business through a corporation. The corporation purchased 

goods	 from	 a	 creditor	 on	 credit	 and	 filed	 for	 Chapter	 7	 with	
amounts owed to the creditor. A judgment had been obtained 
against the debtors which held that the debtors were liable for 
some of the corporation’s debts to the creditor under alter-ego 
liability.	The	creditor	filed	a	motion	to	have	the	amount	owed	to	 
the creditor declared nondischargeable under Section 523(a)(4) 
for	 fraud	 or	 defalcation	 while	 acting	 in	 a	 fiduciary	 capacity,	
embezzlement or larceny. The creditor alleged that the judgment 
demonstrated that the debtors had commingled funds with the 
corporation and had failed to disclose the use of the corporation
as the debtors’alter-ego. The creditor also alleged that the debtors 
failed to return property not paid for upon demand and to return 
marketing	products.	 	The	 creditor	 also	filed	 a	motion	 to	 deny	
discharge of the claim under Section 523(a)(6) for willful and 
malicious injury to the creditor’s property. The court denied 
the	 first	 motion,	 holding	 that	 the	 debtors	were	 not	 acting	 in	 a	
fiduciary	capacity	in	purchasing	goods	from	the	creditor	and	did	 
